
COMMONWEALTH OF KENTUCKY 

BEFORE THE PUBLIC SERVICE COMMISSION 

t * * * 

I n  t h e  Matter of: 

STONE6ROOK SANITATION COMPANY, I N C .  ) 
FOR AN ADJUSTMENT OF RATES PURSUANT ) CASE NO. 9135 TO THE ALTERNATIVE PROCEDURE FOR 1 
SMALL UTILITIES 1 

O R D E R  

On September 1 0 ,  1 9 8 4 ,  S t o n e b r o o k  S a n i t a t i o n  Company 

( "S tonebrook" )  f i l e d  a n  a p p l i c a t i o n  w i t h  t h e  Commission t o  

i n c r e a s e  its s e w e r  r a t e  p u r s u a n t  to 807 KAR 5 : 0 7 6 .  T h i s  

r e g u l a t i o n  p e r m i t s  u t i l i t i e s  w i t h  400 or f e w e r  c u s t o m e r s  or 

$ 2 0 0 , 0 0 0  or less gross a n n u a l  r e v e n u e s  t o  u s e  t h e  a l t e r n a t i v e  

f i l i n g  method t o  m i n i m i z e  t h e  n e c e s s i t y  f o r  f o r m a l  h e a r i n g s ,  t o  

reduce f i l i n g  r e q u i r e m e n t s  and t o  s h o r t e n  t h e  t i m e  between t h e  

appl ica t ion  and  t h e  Commiss ion ' s  f i n a l  O r d e r .  This procedure 

m i n i m i z e s  ra te  case e x p e n s e e  to  t h e  u t i l i t y  a n d ,  therefore, 

r e s u l t s  i n  lower r a t e s  to  t h e  r a t e p a y e r s .  

On October 1 6 ,  1 9 8 4 ,  Fa rmga te  Homeowners' ASSOCiatiOn 

(RFarmgate") requested full intervention in t h i s  case, which w a s  

g r a n t e d  November 2, 1984.  On J a n u a r y  2 1 ,  1985,  Farmga te  r e q u e s t e d  

t h a t  t h e  Commission s c h e d u l e  a h e a r i n g  i n  t h i s  matter. A h e a r i n g  

w a s  s u b s e q u e n t l y  h e l d  on March 7 ,  1985,  a t  t h e  Commiss ion ' s  

offices i n  F r a n k f o r t ,  Kentucky.  

S t o n e b r o o k  requoeted  a r a t a  which  would produce a n  a n n u a l  

i n c r e a s e  of $21,563 baaed  o n  a d j u s t e d  t e s t  period o p e r a t i n g  



revenues per rate changes in Case No. 8770. In this Order, the 

Commission has allowed a rate which will produce an annual 

increase of $11,911. 

On March 27, 1985, Panngate filed its brief in the case. 

All information requested by the Commission and the intervenor has 

been submitted €or consideration in this matter. 

In its application, Stonebrook proposed adjustments to fuel 

and water expenses based on general increases in these services. 

In the past, the Commission staff has often recalculated these 

adjustments at a considerable expense of time based on actual 

charges for specific types of services rendered. In this case, 

the Commission requested that Stonebrook prepare supporting 

documentation of its proposed fuel and water adjustments. 

Stonebrook subsequently provided the s t a f f  with detailed 

worksheets in support of these t w o  adjustments. The Commission 

commends Stonebrook in preparing adequate support for these 

adjustments and looks forward to such cooperation in the future. 

MOTIONS AT THE HEARING 

At the hearing on March 7, 1985, a motion to dismiss 

Stonebrook's application was presented by Mr. Carl J .  Reneinger, 

counsel for Farmgate, on the grounds that Stonebrook did not meet 

' "Application of Stonebrook Sanitation Company, Inc. tor 
Consideration of a Rate Adjustment and a Certificate of 
Convenience and Necessity to Construct Improvements t o  
Existing Facilitlee and Authority to Borrow Funds Necessary 
for Such Purposes, Order dated November 3, 1983, and amended 
on May 8, 1984.* 
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the filing requirements for a small utility and that the 

a p p l i c a t i o n  w a s  u n t i m e l y  a n d  u n d u l y  burdensome o n  t h e  ratepayers 

and  on Farmgate, c a u s i n g  t h e  n e c e s s i t y  of i n t e r v e n t i o n  so s o o n  

a f t e r  t h e  p r ior  ra te  case. A similar motion was submitted by Mr. 
2 B e n s i n g e r  o n  O c t o b e r  16 ,  1984, and  was d e n i e d  by t h e  Commission 

b e c a u s e  t h e  r e a s o n s  g i v e n  by Farmgate were i n s u f f i c i e n t  and  

s p u r i o u s .  The  Commission is of t h e  o p i n i o n  t h a t  t h i s  p r e s e n t  

motion should also be d e n i e d  o n  t h e  same g r o u n d s .  

All other motions or o b j e c t i o n s  t h a t  were not decided upon 
a t  t h e  t i m e  of t h e  h e a r i n g  are  h e r e b y  d e n i e d .  

TEST PERIOD 

S t o n e b r o o k  h a s  proposed and t h e  Commission has a c c e p t e d  t h e  

12-month per iod e n d i n g  D e c e m b e r  31, 1983,  as  t h e  t e s t  period i n  

t h i s  matter.  

REVENUE AND EXPENSES 

Based on  rates a p p r o v e d  i n  Case No. 8770 S t o n e b r o o k  

i n c u r r e d  a n e t  o p e r a t i n g  loss of $ 7 , 3 3 1  f o r  t h e  tes t  period. 

S t o n e b r o o k  proposed numerous a d j u s t m e n t s  t o  expenses i n  order to 

reflect  more c u r r e n t  o p e r a t i n g  c o n d i t i o n s  wh ich  r e s u l t s  i n  a n e t  

operating loss of $5,402. The Commission ha8 accepted 

S t o n e b r o o k ' s  pro forma r e v e n u e s  and  e x p e n s e s  w i t h  t h e  f o l l o w i n g  

exceptions: 

Fuel Expense 

S t o n e b r o o k  proposed a pro forma f u e l  cost of $15,699 b a s e d  

on a 7-1/2 p e r c e n t  i n c r e a s e  from t h e  muisvi l lc  Gas a n d  Electric 

2 Order d a t e d  November 2 ,  1984. 
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Company. S t o n e b r o o k  provided t h e  Commission a w o r k s h e e t  i n  

r e s p o n s e  t o  its s e c o n d  r e q u e s t  i n  wh ich  i t  showed a r e v i s e d  pro 

form f u e l  cost of $14,535, based o n  ac tua l  tes t  period u s a g e  and  

the current ru tee. 3 

I n  t h e  same response, S t o n e b r o o k  in fo rmed  t h e  Commission 

t h a t  a second 25 horsepower  blower had to be operated moat of t h e  

time during the final q u a r t e r  of 1984 and  t h a t  t h e  blower w a s  

e x p e c t e d  to be operated f u l l - t i m e  i n  the f u t u r e .  A t  t h e  hea r ing  

Mr. Carro l l  F. Cogan, Owner and  Manager of S t o n e b r o o k ,  e s t i m a t e d  

the cost to operate the a d d i t i o n a l  blower to  be a p p r o x i m a t e l y  $289 

per month or $3,396 o n  a n  a n n u a l  basis .  After r e v i e w i n g  t h e  

estimate p r o v i d e d  by Mr. Cogan, t h e  Commission is of the opinion 

t h a t  it is appropriate and  t h e r e f o r e  has a d j u s t e d  S t o n e b r o o k ' s  

proposed l e v e l  of e x p e n s e  of $14,535 b y  t h e  $3,396. This r e su l t s  

i n  a n  a d j u s t e d  l e v e l  of $ 1 7 , 9 3 1 .  

Water Cost 

S t o n e b r o o k  proposed a pro forma water expense of $2 ,116  due 

to a ra te  i n c r e a s e  by t h e  Louisville Water Company. This 

a d j u s t m e n t  was l a t e r  amended t o  $ 2 , 3 2 0  by Stonebrook. In 

r e v i e w i n g  the w o r k s h e e t  p r o v i d e d  i n  r e s p o n s e  to t h e  s e c o n d  

Cornmission r e q u e s t ,  i t  was n o t e d  t h a t  S t o n e b r o o k  had ueed the 

ratea for t h e  wrong sized water m e t e r  in its c a l c u l a t i o n s .  

T h e r e f o r e ,  u s i n g  t h e  correct rates, t h e  Commission ha6  determined 

Response  t o  Commiss ion ' s  r e q u e s t  of J a n u a r y  28, 1985, filed 
February 7 .  1985 .  

Transcript of E v i d e n c e  ('T.E.") dated March 7 ,  1985, page 109. ' 
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t h e  a d j u s t e d  l e v e l  of t h i s  expense t o  be $ 2 , 4 0 3 ,  a n  i n c r e a s e  t o  

S t o n e b r o o k ' s  pro forma expense  of $83. 

Main tenance  of T r e a t m e n t  and  Disposa l  P l a n t  

Stonebrook i n c u r r e d  m a i n t e n a n c e  of t r e a t m e n t  a n d  d i s p o s a l  

p l an t  of $3,729 for t h e  t e s t  period. The Commission ha8 reviewed 
t h e  i n v o i c e s  s u b m i t t e d  by S t o n e b r o o k  t o  s u b s t a n t i a t e  these 

e x p e n s e s  and  h a s  d i s c o v e r e d  t h a t  I n v o i c e  No. 218-14 a l o n g  w i t h  t h e  

I n v o i c e  to  Resco R e n t s  i n  t h e  amounts  of $309' and  $ 4 0 ,  

r e s p e c t i v e l y ,  w e r e  fo r  w c r k  completed pr ior  to t h e  tes t  p e r i o d .  

T h e r e f o r e  t h e  Commission h a s  removed t h e s e  e x p e n d i t u r e s  f r o m  t h e  

test  p e r i o d  expenses.  A credi t -memo for I n v o i c e  No. 811-2 i n  t h e  

amount of $507 is also f o r  work c o m p l e t e d  p r ior  to  t h e  t es t  p e r i o d  

and  t h e r e f o r e  t h e  C o m m i s s i o n  h a s  also i n c r e a s e d  tes t  p e r i o d  

e x p e n s e s  b y  this amount.  

I n  a d d i t i o n ,  t h e  Commiss ion  h a s  d e t e r m i n e d  t h a t  t h e  

e x p e n s e s  r e l a t e d  t o  t h e  r epa i r  of a blower s h o u l d  p r o p e r l y  h a v e  

b e e n  c a p i t a l i z e d  as  t h e y  w i l l  b e n e f i t  not o n l y  t h e  c u r r e n t  period, 

b u t  f u t u r e  periods. A breakdown of t h e s e  e x p e n s e s  is as f o l l o w s :  

I t e m  c I n v o i c e  No. D a t e  Amount 

Removal of b l o w e r  
(i 218-14 

Repair  of blower 
0 307-1 

2-18-83 $ 210 

3-07-83 81,070 

I n a t a l l a t i o n  of blower 3-28-83 
t328-6 

1 0 2  

E x c l u d i n g  t h e  cost  of removing  t h e  b l o w e r  of $210 which  w i l l  
be discussed l a t e r .  
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The Cornmiasion is of the o p i n i o n  that t h e s e  i t e m s  t o t a l i n g  $ 1 , 3 8 2  

s h o u l d  have  b e e n  c a p i t a 1 . i z e d  and d e p r e c f a t e d  over 3 years. M r .  

Cogan c o n c u r r e d  a t  t h e  h e a r i n g  t h a t  t h e s e  e x p e n s e s  s h o u l d  h a v e  

b e e n  c a p i t a l i z e d  a n d  a m o r t i z e d  over 2 or 3 years. ' T h e r e f o r e ,  

maintenance e x p e n s e  h a s  been reduced  by $1 ,224  and  d e p r e c i a t i o n  

i n c r e a s e d  by  $461  for a n e t  r e d u c t i o n  i n  t e s t  p e r i o d  o p e r a t i n g  

e x p e n s e s  of $763.  

O u t s i d e  S e r v i c e s  

S t o n e b r o o k  r e c o r d e d  o u t s i d e  services of $1,996 for the teet 

period. I n  t h e  response to  t h e  f i rs t  C o m m i s s i o n  r e q u e s t ,  

S t o n e b r o o k  s u p p l i e d  a n  i n v o i c e  from C i t i z e n s  F i d e l i t y  Bank i n  the 

amount of $315 for a n  escrow account.' The i n v o i c e  was mainly for 

s e r v i c e s  r e n d e r e d  p r ior  t o  t h e  t e s t  p e r i o d .  A t  t h e  h e a r i n g ,  M r .  

Cogan a g r e e d  t h a t  t h i s  i n v o i c e  p r o b a b l y  i n c l u d e d  costs o u t s i d e  t h e  

tes t  p e r i o d ,  b u t  t h a t  Stonebrook was s t i l l  i n c u r r i n g  a y e a r l y  cost  

t o  m a i n t a i n  t h i s  account .  I n  i n f o r m a t i o n  s u p p l i e d  a f t e r  t h e  

h e a r i n g ,  S t o n e b r o o k  e s t i m a t e d  t h a t  t h e  y e a r l y  cost of t h e  escrow 

a c c o u n t  is $120. T h e r e f o r e ,  t h e  Commission h a s  d e c r e a s e d  t h i s  

e x p e n s e  by  $195 to  r e f l e c t  t h e  y e a r l y  cost of t h e  e s c r o w  account. 

The Commission in a f u r t h e r  r e v i e w  of the i n v o i c e s  

d i s c o v e r e d  t h a t  S t o n e b r o o k  had i n c l u d e d  t h e  cost  of customer 

n o t i f i c a t i o n  from C a s e  No. 8 7 7 0  i n  t h e  a m o u n t  of $163.  The 

~~-~ ~ 

Q T. E., page 71. 

' R e s p o n s e  t o  C o m m i s s i o n ' s  request of November 13, 1984,  filed 

' T. E., pages 6 6 .  

December 26 ,  1984. 

-6- 



Commission is of the opinion t h a t  t h i s  expense s h o u l d  h a v e  been 

amortized over 3 y e a r s  s i m i l a r  t o  o t h e r  a s s o c i a t e d  r a t e  case 

e x p e n s e s .  T h e r e f o r e ,  t h e  Commission h a s  r e d u c e d  o u t s i d e  se rv ices  

by $163  and  i n c r e a s e d  t h e  a m o r t i z a t i o n  e x p e n s e  b y  $ 5 4  for a n e t  

r e d u c t i o n  i n  t e s t  period o p e r a t i n g  e x p e n s e  of $ 3 0 4 .  

T r a n s p o r t a t i o n  Expense  

S t o n e b r o o k  i n c u r r e d  t r a n s p o r t a t i o n  e x p e n s e  of $958 for t h e  

test  period. I n  r e s p o n s e  to  t h e  f i r s t  Commission r e q u e s t ,  

S t o n e b r o o k  p r o v i d e d  a n  u n d a t e d  i n v o i c e  from C a r r o l l  Cogan 

Companies, I n c . ,  ( " C C C " )  i n  t h e  amount  of $ 7 6 8 ,  w h i c h  w a s  $190 

less  t h a n  t h e  amount  r e c o r d e d  o n  t h e  b o o k s  of S t o n e b r o o k .  The 

d o c u m e n t a t i o n  o n  the i n v o i c e  reflected six t r i p s  t o  F r a n k f o r t  at 

25 c e n t s  per m i l e  and t w o  t r i p s  t o  t h e  J e f f e r s o n  Coun ty  H e a l t h  

Depar tmen t ,  2 t r i p s  to  t h e  a t t o r n e y ' s  and  a c c o u n t a n t ' s  o f f i c e s  and 

12 t r i p s  t o  t h e  p l a n t  a t  $35 per t r i p .  I n  r e s p o n s e  to t h e  s e c o n d  

Commission r e q u e s t  and l a t e r  a t  t h e  h e a r i n g ,  M r .  Cogan testified 

t h a t  t h e  $35 minimum c h a r g e  was b a s e d  o n  t i m e  rates r a t h e r  t h a n  

m i l e a g e  a n d  was d e v e l o p e d  for s i t u a t i o n s  where  a v e h i c l e  is 

r e q u i r e d  for up to 8 h o u r s  w h i l e  t h e  mi leage  u s e d  m i g h t  be 

m i n i m a l .  

B e c a u s e  CCC and  S t o n e b r o o k  are  mutua l ly-owned c o m p a n i e s ,  it 

is t h e  Commission's o p i n i o n  t h a t  t h e  t r a n s a c t i o n  for c a r  r e n t a l  

between CCC a n d  S t o n e b r o o k  is a l e s s - t h a n - a r m s - l e n g t h  t r a n s a c t i o n .  

T h e r e f o r e ,  t h e  b u r d e n  of proof is  o n  S t o n e b r o o k  t o  e s t a b l i s h  

j u e t i f i c a t i o n  and a s o u n d  basis for t h e  e x p e n s e .  Moreove r ,  

r e a s o n a b l e  e x p e n s e s  h a v e  b e e n  al lowed i n  t h i s  case for o u t s i d e  

service companies to  m a i n t a i n  t h e  p l a n t  o n  a r o u t i n e  and 
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non-routine basis. Substantially all transportation to and from 

Stonebrook for routine maintenance, sludge hauling and non-routine 

maintenance is provided for either within a monthly fee or hilled 

by vendors on a per-mile b a s i s .  No basis a s  to the necessity or 

purpose of t h e  additional travel by Mr. Cogan h a s  been provided: 

and therefore the expense should be disallowed. 

Furthermore, it is the Commission's opinion that the cost 

of travel by Mr. Cogan €or trips to t h e  Stonebrook plant site is 

included as a p a r t  of the monthly fee paid to Andriot-Davidson's 

Sentice Co., fnc., ("Andriot-Davidson") for routine maintenance. 

Hr. Cogan is an employee of Andriot-Davidson and visits by him to 

the plant site are properly construed as travel by him in his 

capacity as a representative of Andriot-Davidson providing routine 

maintenance. Since the c o n t r a c t  for routine maintenance between 

Stonebrook and Andriot-Davidson makes no provision for additional 

payments for travel, t h e  charges for transportation are 

inappropriate. 

It is the Commission's policy to allow managers of sewer 

utilities of the s i z e  of Stonebrook annual compensation of $1,800, 

including travel. ThereCore, it, i n  the C o r n m i m i o n ' s  flndlng that 

Stonebrook has not met its burden of proof on t h i s  i s s u e  and the 

Comiasion h a s ,  therefore, eliminated reported test-year 

traneportation expense of $768 from operating expenses for 

rate-making purposes. 

Miscellaneous General ~ x p e n a e e  

During the teat period Stonebrook incurred f inance charges! 

of $2,071 from Andriot-Davidson and service charges of $140 from 
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Kentucky  S e w e r  Service. Bo th  c h a r g e s  w e r e  i n c o r r e c t l y  r e p o r t e d  i n  

Account  No. 9 3 0 - M i s c e l l a n e o u s  G e n e r a l  Expenses .  The  proper 

c l a s s i f i c a t i o n  for  t h e  f i n a n c e  charge from Andr io t -Dav idson  Is 

Account  4 3 0 - I n t e r e s t  o n  Deb t  t o  A s s o c i a t e d  Companies w h i l e  t h e  

s e r v i c e  c h a r g e  from t h e  Ken tucky  Sewer S e r v i c e  s h o u l d  be 

c l a s s i f i e d  in Accoun t  No. 4 3 1 - O t h e r  I n t e r e s t  Expense .  The 

Commiss ion ' s  f i n d i n g s  w i t h  t h i s  r e g a r d  a r e  f u r t h e r  d i s c u s s e d  later 

i n  t h i s  Order .  

Interest  Expense o n  Long-Term Debt 

S t o n e b r o o k  proposed a pro forma test  p e r i o d  i n t e r e s t  

e x p e n s e  on  long- t e rm d e b t  of $6 ,283 ,  which  i n c l u d e d  in te res t  

e x p e n s e  of $2,233 based o n  t h e  mortgage n o t e  to S o u t h  East 

F e d e r a l .  T h i s  debt  w a s  i n c u r r e d  b y  S t o n e b r o o k ' s  p r e v i o u s  o w n e r s  

and  w a s  made a p a r t  of t h e  t r a n s f e r  a g r e e m e n t  w i t h  Hr, Cogan i n  

C a s e  No, 8676.' A t  t h e  h e a r i n g  M r .  Cogan t e s t i f i e d  t h a t  t h e  n o t e  

to  S o u t h  E a s t  F e d e r a l  w a s  paid i n  full i n  December 1984 a n d  is no 

l o n g e r  a n  o b l i g a t i o n  to S t o n e b r o o k .  lo T h e r e f o r e  , t h e  Commiss ion  

has removed t h i s  in te res t  expense  from t h e  tes t  p e r i o d  expenses.  

In the o r i g i n a l  appl ica t ion ,  S t o n e b r o o k  p r o p o s e d  a pro 

forma a d j u s t m e n t  of $4 ,050  t o  t e s t  p e r i o d  interest  expense o n  

long- t e rm d e b t  of $ 3 0 , 0 0 0  from C i t i z e n s  F i d e l i t y  a t  a n  I n t e r e s t  

.An I n v e s t i g a t i o n  of t h e  T r a n s f e r  of Ownership and  C o n t r o l  of 
S t o n e b r o o k  S a n i t a t i o n  Company, I n c . "  

lo T.E., p a g e  71. 
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rate of 13 .5  p e r c e n t .  l1 I n  C a s e  No. 8 7 7 0 ,  t h e  Commission 

r e c o g n i z e d  t h a t  S t o n e b r o o k  would be required t o  borrow f u n d s  for  

t h e  r epa i r s  made to  t h e  o r i g i n a l  c o n c r e t e  p l a n t  i n  t h e  amount  of 

$24,070. Mr. Cogan t e s t i f i e d  a t  t h e  h e a r i n g  t h a t  t h e  d i f f e r e n c e  

be tween t h e  ac tua l  loan and  t h e  amount r e c o g n i z e d  f o r  t h e  a c t u a l  

cos t s  of t h e  r epa i r s  i n  t h e  pr ior  c a s e  c o u l d  be a t t r i b u t e d  to  t h e  

payment of pas t  d u e  o p e r a t i n g  e x p e n s e s ,  ie., electr ic  b i l l s .  12 I n  

C a s e  N o .  8 7 7 0 ,  S t o n e b r o o k  was g i v e n  t h e  o p p o r t u n i t y  to r e q u e s t  a 

r e h e a r i n g  o n  its f i n a n c i n g  issue s u b j e c t  t o  documented proof of 

sa id  f i n a n c i n g  . S t o n e b r o o k  f i l e d  a n  u n t i m e l y  request for 

rehearing on January  16, 1984.  T h e r e f o r e ,  t h e  i s s u e  o f  f i n a n c i n g  

was n o t  reviewed o n  r e h e a r i n g .  

In a f u r t h e r  attempt t o  ob ta in  f i n a n c i n g  for this c o n s t r u c -  

t i o n ,  S t o n e b r o o k  f i l e d  C a s e  No. 9088. l3  The A t t o r n e y  G e n e r a l ' s  

O f f i c e  moved t h a t  t h e  case be d i s m i s s e d  f o r  l a c k  of m e e t i n g  t h e  

requirements of appropriate s t a t u t e s  and the general lack of 

evidence. On J u l y  31, t h i s  case was d i s m i s s e d .  

A l though  Stonebrook h a s  n o t  e x p l i c i t l y  requested the 

approval of f i n a n c i n g  for t h e  r e p a i r s  made t o  its o l d  t r e a t m e n t  

p l a n t  i n  t h i s  case, t h e  e v i d e n c e  of r e c o r d  i n  C a s e  Nos. 8 7 7 0  and  

l1 The i n t e r e s t  ra te  is b a s e d  on  1 p e r c e n t  over prime a t  t h e  
f i l i n g  date. 

l2 T.E., page 48 .  

l3 " A p p l i c a t i o n  of S t o n e b r o o k  S a n i t a t i o n  C o . ,  I n c . ,  for Approval 
of Borrowing  of Funds to F i n a n c e  Improvements  a n d  Approve 
Change i n  Depreciation Al lowance  o n  Said Improvements  and  
I n c r e a s e  i n  R a t e s  to Suppor t  Changes."  
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9088 provides a d e q u a t e  s u p p o r t  for a p p r o v a l  of s u c h  E i n a n c i n g  a t  

this time. 

I t  is t h e  Commiss ion ' s  o p i n i o n  t h a t  S t o n e b r o o k ' s  i n a b i l i t y  

to  rema in  c u r r e n t  i n  its o p e r a t i n g  e x p e n s e s  and  t h e  d e t e r i o r a t i o n  

of S t o n e b r o o k ' s  f i n a n c i a l  p o s i t i o n  if3 d u e  to  S t o n e b r o o k ' s  f a i l u r e  

t o  request ra te  r e l i e f  i n  t h e  past. S t o n e b r o o k ' s  l a s t  rate 

i n c r e a s e  p r ior  to  1983 i n  Case No. 8770  was i n  December of 1979. 

S t o n e b r o o k ' s  f a i l u r e  to r e q u e s t  rate re l ie f  ear l ier  is  a material  

reason why S t o n e b r o o k  needed  the a d d i t i o n a l  f u n d s  from its n o t e  to  

C i t i z e n s  F i d e l i t y .  The b u r d e n  to  o b t a i n  revenues s u f f i c i e n t  to 

cover c u r r e n t  o p e r a t i n g  e x p e n s e s  rests w i t h  t h e  management o f  

S t o n e b r o o k ,  a n d  i t s  f a i l u r e  to  seek s u f f i c i e n t  r e v e n u e s  i n  t h e  

past  does n o t  j u s t i f y  recovering those pas t  e x p e n s e s  from t h e  

p r e s e n t  r a t e p a y e r s .  To allow S t o n e b r o o k  to  r e c o v e r  t h e s e  costs 

would c o n s t i t u t e  retroactive r a t e - m a k i n g .  

The Commission, t h e r e f o r e  h a s  allowed for r a t e - m a k i n g  

purposes i n t e r e s t  o n  t h e  long term d e b t  approved h e r e i n  i n  t h e  

amount of $ 2 4 . 0 7 0  a t  a n  i n t e r e s t  ra te  of 11.5 p e r c e n t .  l4 This 

r e s u l t s  i n  a tes t  period i n t e r e s t  e x p e n s e  of $ 2 , 7 6 8 .  

S t o n e b r o o k  rev ised its pro forma a d j u s t e d  interest  e x p e n s e  

o n  long- t e rm deb t  to i n c l u d e  i n t e r e s t  e x p e n s e  of $ 5 , 0 0 0  from the 

stock p u r c h a s e  a g r e e m e n t  made w i t h  t h e  o r i g i n a l  owner s .  I n  

Stonebrook's t r a n s f e r  case, C a s e  No. 8 6 7 6 ,  t h e  Commission a p p r o v e d  

the t r a n s f e r  of o w n e r s h i p ,  b u t  d i d  n o t  approve the f i n a n c i n g  

l4 Response  t o  t h e  Commiss ion ' s  r e q u e s t  of J a n u a r y  18, 198!jr 
filed F e b r u a r y  7 ,  1985, I t e m  7b. 
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specifically identified in the stock purchase agreement. In Case 

No. 8770, the Commission instructed Stonebrook to file a motion 

and all related evidence to either reopen Case No. 8676 or to file 

an application for financing consistent with the Commission's 

regulations with regard to its stock purchase agreement In that 

case. At this time, neither has been done. 

The Commission finds as it did in Case No. 910415 that if 

the financing for the stock purchase agreement were approved, it 

would be forcing the ratepayers to bear the cost of: financing the 

assets that are already owned by Stonebrook. The assets were 

originally purchased by Stonebrook with t h e  note to south  est 

F e d e r a l  which w a s  fully pald in December of 1984. 

Therefore , the Commission has disallowed the inclusion of 

this interest expense on the unauthorized financing of the stock 

purchase agreement and has allowed €or rate-making purposes a pro 

forma interest on long-term debt of $2,768, a reduction of S8,515 

from Stonehrook's proposed l eve l .  

The Commission reiterates its position taken in Case No. 

8770 that Stonebrook s h o u l d  request to reopen Case No. 8676 or 

file a new case requesting approval of the financing of t h e  stock 

purchase agreement 

Short Term Interest Expense 

Stonebrook incurred interest on short term debt during the 

teat period of $2,860, composed of Andriot-Davitlson interest 

l 5  Case No. 9104, -An Adjustment of Rates of Cedar Creek Sewer 
Co., Inc., d/b/a Cedar L a k e  Park Sewer Company." 
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e x p e n s e  of $2,071, interest  t o  a s s o c i a t e d  compan ies  of SlSO? 

s e r v i c e  c h a r g e s  to  Kentucky Sewer S e r v i c e  of $140 and o t h e r  

i n t e r e s t  e x p e n s e  of $499 to  C a r r o l l  Cogan Company S p e c i a l  Loan 

Account .  I n  t e s t i m o n y  a t  t h e  h e a r i n g ,  Mr. Cogan t e s t i f i e d  that 

the loans from t h e  a s s o c i a t e d  compan ies  were borrowed to pay 

c u r r e n t  o p e r a t i n g  e x p e n s e s  and o b l i g a t i o n s .  l6 The Commission is 

of t h e  o p i n i o n  t h a t  t h i s  is s imi la r  t o  t h e  money bor rowed from 

C i t i z e n s  F i d e l i t y  to pay pas t  d u e  o p e r a t i n g  expenses. T h e r e f o r e ,  

t h e  Commission has disa l lowed t h e  i n t e r e s t  e x p e n s e  from associated 

compan ies  r e f l e c t e d  i n  t h e  test p e r i o d  o p e r a t i n g  e x p e n s e s  i n  t h e  

amount of $649. 

The f i n a n c e  c h a r g e  of Andr io t -Dav idson  is based upon 1-1/2 

p e r c e n t  of t h e  o u t s t a n d i n g  b a l a n c e  p a y a b l e  to  Andr io t -Dav idson  for 

r o u t i n e  m a i n t e n a n c e  and o p e r a t i n g  supp l i e s .  I n  its r e v i e w  of 

finance charges to Andr io t -Dav idson  a n d  K e n t u c k y  S e w e r  S e r v i c e ,  

t h e  Commission takes n o t e  of its f i n d i n g s  i n  o t h e r  

i n t e r e s t - r e l a t e d  matters w i t h  regard to  Stonebrook's  l a c k  of 

f i l i n g  for t i m e l y  ra te  r e l i e f  d u r i n g  f i n a n c i a l l y  hard times. I f  

the interest expense for these i t e m s  w e r e  al lowed a t  t h i s  t i m e ,  it 

would c o n s t i t u t e  re t roact ive rate-making . 
A t  t h e  h e a r i n g  Mr. Cogan t e e t i f i e d  t h a t  S t o n e b r o o k  is 

a t t e m p t i n g  t o  reduce its debt to  Andrfo t -Davideon a s  fast ae 

a v a i l a b l e  f u n d 8  w i l l  allow. However, t h e  Commission n o t e s  t h a t  

t h e  amount d u e  Andr io t -Dav idson  at the b e g i n n i n g  of t h e  y e a r  was 

$8,947 while the amount d u e  a t  t h e  end  of t h e  y e a r  was $10 ,395 .  

~~~ 

16 T.E.? page  77. 
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T h e r e f o r e ,  t h e  Commission is n o t  c o n v i n c e d  t h a t  t h e  s e r v i c e  o r  

f i n a n c e  charges w e r e  i n c u r r e d  p r u d e n t l y  and  for j u s t  c a u s e .  T h u s ,  

the Commission h a s  d i s a l l o w e d  t h e s e  c h a r g e s  along w i t h  t h e  

p r e v i o u s l y  m e n t i o n e d  i n t e r e s t  f rom t h e  operat ing expensea for 
r a t e -mak ing  p u r p o s e s ,  a t o t a l  r e d u c t i o n  of $ 2 ? 8 6 0 .  

Insurance Expense  

S t o n e b r o o k  i n c u r r e d  i n s u r a n c e  e x p e n s e s  of $601 for t h e  tes t  

p e r i o d ,  which  i n c l u d e d  $176 f o r  t e r m  l i f e  i n s u r a n c e  premiums f o r  

Mr. Cogan. I n f o r m a t i o n  supplied by S t o n e b r o o k  a f t e r  the h e a r i n g  

c o n t a i n e d  e v i d e n c e  t h a t  M r .  C o g a n ' s  es ta te  was t h e  b e n e f i c i a r y  of 

t h i s  p o l i c y ,  w h i c h  was e f f e c t e d  to  e n s u r e  t h a t  s t o c k  p u r c h a s e  

a g r e e m e n t s  are f u l f i l l e d .  S i n c e  M r .  C o g a n ' s  e s ta te  is t h e  

b e n e f i c i a r y ,  S t o n e b r o o k  h a s  p r o v i d e d  n o  e v i d e n c e  to i n d i c a t e  t h a t  

t h e  r a t e p a y e r s  r e c e i v e d  a n y  mater ia l  b e n e f i t  f r o m  t h e  p o l i c y  and  

t h e r e f o r e  t h e  e x p e n s e  s h o u l d  n o t  be b o r n e  by t h e  ratepayers. T h u s  

t h e  Commission h a s  r e d u c e d  tes t  p e r i o d  i n s u r a n c e  expenses  by $176. 

T a x e s  O t h e r  Than  Lncome 

S t o n e b r o o k  r e p o r t e d  taxes  o t h e r  t h a n  income taxes of $1,887 

for t h e  tes t  period. The Commission s t a f f  a f t e r  r e v i e w i n g  t h e  

i n f o r m a t i o n  S t o n e b r o o k  s u p p l i e d  a f t e r  t h e  h e a r i n g  found  t h a t  

S t o n e b r o o k  had m f a t a k e n l y  a c c o u n t e d  for i n  the t e a t  p e r i o d  

property taxes of $798 twice. Therefore, the Commission has 

reduced tes t  period o p e r a t i n g  e x p e n s e s  b y  $798. 

a 

Income Tax Expense  

S t o n e b r o o k  p r o j e c t e d  income t a x  e x p e n s e  of $2,636 based 

upon t h e  l e v e l  of n e t  income r e q u e s t e d .  A f t e r  r e v i e w i n g  

S t o n e b r o o k ' s  1981 t a x  r e t u r n ,  it we8 n o t e d  t h a t  i n v e s t m e n t  t a x  
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credit of S8,576 was available to Stonebrook and at the hearing 

t h i s  w a s  also noted by the intervenors. Therefore, t h e  Commission 

haa determined federal, state and Je€ferson County income taxes of 

$1,328, an adjustment of $1,308. Federal tax includes investment 

tax credits amortized over the life of the asset to which the 

investment tax was advised. l7 Therefore, the adjusted operations 

of Stonebrook are stated as follows: 

Stonebrook Comm is s ion Commission 
Revised Adjusted Atjustbrtents $d?;;;e,; 

ODeratinq Revenues $ 5 3 , 1 6 0  
Operating Expenses 58,202 ( 2 , 8 4 9 )  55,353 
Net Operating Income $ ( 4 , 4 4 2 )  $ 2,849 $ <1,593> 
Snterest Expense 11,932 < 9 , 1 6 4 >  2,768 

Net Income ( L o s s )  S <16,374> $ 12,013 SC 4,361> 

REVENUE REQUIREMENTS 

The Commission has used the operating ratio method as the 

basis in determining sewer rates in the past and has found it to 

be a f a i r ,  just and reasonable method to both the utility and its 

customers. The Commission is of the opinion t h a t  a ratio of 88 

percent is a fair, just and reasonable operating ratio in that it 

will enable Stonebrook to pay its  operating expenses and provide 

an adequate d e b t  service coverage with a reasonable return to the 

plant's owner. Therefore, the Commission finds that Stonebrook 1s 

entitled to adjust its rates to produce total revenues of $65,671 

which includes net federal , state and Jefferson County income 

l7 Federal Tax - Amortized fnveatment Tax Credit ("AITC") = Net 
Federal T a x  = $1,263 - S390 = SR73 
AITC = Investment Tax Credit e 22 Average Life of Plant = 
$8,571 * 2 2  = $390 
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taxes of $1,328 and interest expense of $2,768. This results in 

an annual increase in revenue to Stonebrook of Sl1,911 over teat 

period normalized revenue of $53,760. 

OTHER ISSUES 

l%preciation Expense 

In Case No. 8770 t h e  Commission allowed Stonebrook t o  

depreciate the repairs made to  the concrete plant of S24,070 over 

a 10-year life. Stonebrook has proposed t h a t  the Commission 

should reconsider its position and change the depreciable life 

from 10 to 5 years .  Stonebrook bases  its proposal on the fact 

that the repairs w e r e  made to used equipment and a 5-year life is 

more appropriate than 10 years since t h e  equipment probably will 

not last more than 5 years without further major repairs being 

made . In reviewing the record in Case No. 8770, and the 

additional evidence provided in this case, the Commission is of 

the opinion that its original finding was correct and it is not 

persuaded to change the depreciable life in this instance. 

Therefore, t h e  Commission has left the depreciable l i f e  of the 

repair to t h e  concrete plant at 10 years. 

Telephone Expense 

The Commission has taken note that H r .  Cogan has chosen to 

allocate t h e  telephone hills by month to his various utilitiee. 

Stonebrook has included in its test period expenses t h e  f u l l  month 

of December. Although the Cornmiasion has made no adjustments i n  

t h i e  instance it is of the opinion that a more appropriate method 

of allocating the telephone bills among t h e  various utilities 
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exists,  and advises Mr. Cogan to adopt a better methodology of 

allocating these costs. 

SUMMARY 

On January 14, 1985, Stonebrook submitted notice to the 

Commission of its intent to begin charging t h e  rates a d v e r t i s e d  In 

its  original application as of February 15, 1985. In a letter oE 

the Commission dated February 11, 1985, the effective date was 

recognized to be March 2, 1985. In its Order of February 28, 

1965, the Commission ordered Stonebrook to maintain its records in 

such manner as would enable it, or the Commission, or any of its 

customers, to determine the amounts to be refunded and to whom due 

in the event a refund is ordered upon final determination of this 

case in accordance with 807 KAR 5 : 0 7 6 ,  Section 8. 

The Commission, after consideration o f  the evidence of 

record and beirtg advised, is of the opinion and finds that; 

1. The rate proposed by Stonebrook would produce r e v e n u e s  

in excess of those found reasonable herein and should be denied 

upon application of KRS 278.030. 

2. The rate in Appendix A should produce gross annual 

revenue of approximately $65,671 and is the fair, just and 

reasonable rate €or Stonebrook to charge for sewage service 

rendered on and after the date of this Order. 

3. The rate charged by Stonebrook on and after  March 2, 

1 9 8 5 ,  is in excess of the rate approved herein, and therefore, the 

difference should be refunded to t h e  appropriate customers. 
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4 .  The f i n a n c i n g  of t h e  r e p a i r s  made t o  t h e  old concrete 

p l a n t  in the amount of $24,030 by S t o n e b r o o k  s h o u l d  be approved. 

I T  IS THEREFORE ORDERED t h a t  t h e  r a t e  proposed by 

S t o n e b r o o k  be and  it hereby i s  d e n i e d .  

I T  IS FURTHER ORDERED t h a t  t h e  r a t e  in Appendix  A is t h e  

fair, j u s t  and reasonable rate to be c h a r g e d  by Stonebrook for 

sewage s e r v i c e  r e n d e r e d  on and after the date of t h i s  Order. 

I T  IS FURTHER ORDERED t h a t  t h e  revenues collected by 

S t o n e b r o o k  s u b s e q u e n t  to March 2 ,  1985, through a rate i n  excess 

of t h a t  found  r e a s o n a b l e  h e r e i n  s h a l l  be r e f u n d e d  in tire first 

b i l l i n g  a f t e r  t h e  d a t e  of t h i s  O r d e r .  

I T  IS PURTHER ORDERED t h a t  S t o n e b r o o k  shall file a 

s t a t e m e n t  w i t h i n  30 days of t h e  d a t e  of t h i s  Orde r  r e f l e c t i n g  t h e  

number of c u s t o m e r s  b i l l e d ,  t h e  amount collected u n d e r  the rate 

p u t  i n t o  e f f e c t  on March 2, 1985, t h e  number of customers 

r e c e i v i n g  a r e f u n d ,  t h e  amount  r e f u n d e d  and  t h e  d a t e  of t h e  

r e f u n d .  

I T  IS FURTHER ORDERED t h a t  t h e  f i n a n c i n g  of the repairs 

m a d e  t o  t h e  old c o n c r e t e  p l a n t  i n  the amount of $24,070 be and it 

hereby is approved. 

IT IS FURTHER ORDERED t h a t ,  w f t h f n  3 0  days of the d a t e  of 

t h i s  Order, S t o n e b r o o k  shall f i l e  w i t h  t h i s  Commission its t a r i f f  

s h e e t s  s e t t i n g  f o r t h  the ra te  a p p r o v e d  h e r e i n .  
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Done a t  Frankfort ,  Kentucky, this 1st day of Msy,  1985. 
PUBLIC SERVICE COMMISSION 

ATTEST : 

Secre tsry 



APPENDIX A 

APPENDIX TO AN ORDER OF T H E  KENTUCKY PUBLIC SERVICE 
COMMISSION I N  CASE NO. 9130 DATED m y  1, 1985 

The following rates and charges are prescribed for t h e  

customers receiving service from Stonebrook Sanitation Company, 

Inc., d/b/a Parmgate Sewer System. All other rates and charges 

not specifically mentioned herein shall remain the same as those 

i n  effect under  authority of this Commission prior to t h e  

effective date of this Order. 

Cuitomkr Class 

S i n g l e  Family 

Residential 

Rate - 

S 13.72 


